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"in a world which is experiencing unprecedented deforestation and widespread global environmental threats  
there is something intuitively right about planting a tree" (Future Forests (Fiji) Limited) 
Introduction 
The above quote demonstrates that even in the wake of global environmental crisis that hope still 
remains and that humans can still control their destiny. This opportunity to effect positive 
environmental change is one of the main aims of the South Pacific Stock Exchange’s (SPSE) 
most recent publicly listed company: Future Forest (Fiji) Limited. Incorporated in 2004 and 
listed on SPSE in 2011, the company is Fiji’s first large-scale commercial hardwood forest 
plantation and nursery. Future Forest (FF) is the only company listed on the SPSE with 
biological assets or “living assets.” The accounting standard for biological assets is IAS 41: 
Agriculture. This standard prescribes the use of fair value as the basis of valuation. While a more 
relevant method of valuation, the application of fair value accounting can be more costly and 
burdensome for companies in developing economies (White 2008). In line with the journal’s 
theme of agriculture, this article explores the issues, challenges and potential benefits involved in 
applying fair value accounting for biological assets in a developing economy such as Fiji using 
the case of Future Forest (Fiji) Limited.  
IAS 41 – A Brief Overview 
IAS 41 is the international accounting standard that the International Accounting Standards 
Board (IASB) specifically developed to account for agricultural activity.  The main objective of 
this standard is to prescribe the accounting treatments and the disclosure requirements for 
agricultural activities. Particular attention should be drawn to the meaning of certain terms used 
in this standard. In this standards’ context, agricultural activity is defined as "the management by 
an entity of the biological transformation and harvest of biological assets for sale for conversion 
into agricultural produce or into additional biological assets" (IAS 2009). Biological 
transformation is the processes of growth, degeneration, production and procreation that cause 
qualitative or quantitative changes in a biological asset (IAS 41.5). A biological asset refers to a 
living animal or plant (IAS 41.5). Agricultural produce is the harvested product of the entity's 
biological assets (IAS 41.5). The term harvest refers to the detachment of produce from a 
biological asset or the cessation of a biological asset's life (IAS 41, 2009). 
As previously mentioned, IAS 41 prescribes the accounting treatment for biological assets. 
Specifically it provides guidance on how to account for a biological asset during its life cycle. 
This mean that accountants will now need to account for a biological asset during the period of 
growth, degeneration, production and for the initial measurement of agricultural produce at the 
point of harvest (IAS 41, 2009). The standard requires that biological assets should be measured 
on initial recognition and at subsequent reporting dates at fair value less estimated cost to sell 
(IAS 41.2) On the other hand, agricultural produce (the harvested product of the biological asset) 
should be measured at fair value less estimated cost to sell at the point of harvest (IAS 41. 2). 
From this point onwards, IAS2 Inventories or any other applicable standard will be applied. As 
such this standard does not deal with the processing of agriculture produce after harvest. 
Fair value is the amount which an asset could be exchanged for or the settling of a liability 
between knowledgeable willing parties in an arm's length transaction. Cost to sell consists of 
amounts such as commission to brokers, dealers, levies by regulatory agencies and commodity 
exchanges and transfer taxes and duties. Costs to sell exclude transport and other costs necessary 
to get assets to a market. Transport and other costs are deducted in determining fair value. Thus; 
 
 
Any changes in the fair value less cost to sell of the biological asset are to be disclosed in the 
profit and loss statement for the period in which the changes arise. In the context of agricultural 
activity a change in the physical attributes of a biological asset directly enhances or diminishes 
the economic benefits of the entity. This standard does not prescribe new treatment for lands that 
are related to agricultural activity. It however, is only concerned with measurement of biological 
assets that are physically attached to the land such as a pine forest. 
Fair value = Market Price less transport and other related costs necessary to get the 
assets to the market.
Future Forest Fiji (FFF) Ltd – The Case 
Future Forest Fiji (FFF) Ltd was established in 2004, with the ultimate aim to develop and 
promote Teak as an alternative source of sustainable timber export in Fiji. Teak (Tectona 
Grandis) is considered to be one of the world's greatest timbers. The plant is said to contain 
natural oil that is resistant to termites, sea water and harsh weather conditions thus making a 
valuable tropical hardwood timber.  Relatively new to Fiji, there is however growing demand for 
teak internationally. There are a limited number of international teak suppliers who can only 
satisfy 5% of the global demand. As a result, the market price for teak is expected to increase 
steadily from 5.5% to 7% annually.  
FFF became a listed company on the SPSE after a successful public offering of its ordinary 
shares and convertible notes in November 2011. The company managed to raise $433, 244 from 
offering 21,200,785 ordinary shares and $1,506,698 was raised from the issuing of Convertible 
Notes. Currently the company has a total of 133 ordinary shareholders and 95 note holders 
respectively. The company’s board directors comprise individuals with extensive experience in 
the agricultural sector. The listing of FFF has been hailed as a mile stone by the CEO of the 
SPSE as it is not only the first company of its nature to list but it has also extended the variety of 
financial products that are now on offer in Fiji's capital markets. 
The company is currently at the first phase of its operation. It has managed to acquire over 272 
acres of freehold land; 137 acres of leasehold land and is now in the final stages of securing an 
additional 770 acres of leasehold land. So far FFF has planted over 140,000 teak plants in the 
land already in its disposal. As part of its corporate vision and to fulfilling its social 
responsibility, FFF is in the process of obtaining the Sustainable Forest Management 
Certification (SFM) from the United Nations Framework Convention on Climate Change. 
The Fijian economy is expected to significantly benefit from FFF's venture. The company is 
expected to bring in long term employment and training opportunities to the local community. 
Landowners are expected to benefit through royalties or the stumpage from each land planted on 
their land. It is also expected to boost Fiji's export earnings. A research report by Kontiki Capital 
Limited (KCL) indicate a positive outlook of the company's performance given the nature of the 
commodity, the increasing international demand, limited suppliers and the increasing global teak 
price. Shareholders and note holders are also expected to earn excellent returns on their 
investment. The company has projected a 20% internal rate of return upon the harvesting of teak 
timber. As teak plants usually take 22-25 years to mature the company has also forecasted a 
steady increase in revenue of $0.34million in 2011 to $63.53 million by 2031. As a result 
shareholder value is expected to grow to an average of 26.45% by 2031. 
Interview Discussion 
The authors were fortunate enough to be granted an interview with the company’s Chief 
Financial Officer: Mr. John Finn. Mr. Finn is a New Zealander and has over 30 years of 
experience as an accountant. He also has extensive experience in the timber industry and worked 
a number of years in Papua New Guinea on a similar project. Mr. Finn is the best person to share 
the experiences of FFF regarding it implementation of IAS 41 as he worked closely with 
international consultants, the board of directors and the auditors to ensure that the company was 
in full compliance with the requirements of the standard. The interview questions posed to Mr. 
Finn sought to determine the issues relating to complying with IAS 41 and his perception of the 
usefulness and relevance of IAS 41 to a developing country.  
 
Costs of Complying 
The main costs of complying with IAS 41 related to hiring consultants to value the plantations. 
These consultants were from Costa Rica and Australia. Other costs included data collection and 
time spent discussing the assumptions that would underpin the assumptions. Mr. Finn stated that 
the most difficult assumptions related to the determination of the period of the discounted cash 
flow and the weighted average cost of capital. IAS 41 provides a number of options for valuing 
biological assets. These include market based values, discounted cash flows and even at cost in 
rare circumstances. FFF chose discounted cash flow method as the teak trees were too young to 
be sold and the intention of the company was to sell the teak trees when fully matured. The 
discounted cash flow method is based on a number of assumptions such as future market price of 
timber, period it takes to harvest the trees, annual growth rate of trees, etc. Mr. Finn stated that 
key assumptions were based on expert advice and reliable sources of information. Furthermore, 
these assumptions were audited by two separate auditors as the FFF’s prospectus and financial 
statements were audited by Ernst & Young and PriceWaterhouseCoopers (PWC) respectively. 
The auditors did not have any issues with the application of IAS 41 although PWC did issue an 
emphasis of matter. The emphasis of matter does not qualify the audit opinion, it only highlights 
to users of financial statements the inherent uncertainty regarding the assumptions IAS 41 is 
based on.  
 
Mr. Finn also stated that most of the costs of compliance were incurred in the transition phase. 
The consultants have developed a model that they will use for a few more years until FFF 
believe that a new model needs to be developed. Each year the assumptions underlying this 
model will be reassessed to ensure its validity and relevance. 
 
Benefits of the Standard 
Despite the costs, Mr. Finn believed that the benefits outweighed the cost. The main benefit he 
stated was a more accurate reflection of the value of the company. He believed that without the 
standard the true value of the company would be greatly underestimated. Especially for a 
company in which the main product would take 20 to 30 years to fully mature. Mr. Finn shared 
the following: 
“So to plant 500 acres of teak trees we spent a million dollars in the last few years. 
But if we were to sell it when it matures it would be worth around $20m. So I think 
it’s a very good honest attempt to put a true value on something that is difficult to 
value.” 
 
“Yes…it gives the opportunity to put a fair value on the tree. If you spend a dollar 
to put the tree into the ground, after 3 years, that tree’s value would still not only be 
a dollar.” 
Monitoring and enforcement of IAS 41 
When asked whether monitoring compliance of the standard would be difficult for a developing 
country such as Fiji, Mr. Finn stated that given the lack of sophistication of Fiji’s market and 
limited resources that there are opportunities for entities to engage in overly optimistic financial 
reporting: 
 
“You need a very sophisticated market to understand IAS 41 and because of IAS 
41 is obviously very theoretical in its valuations and its open to huge amount of 
interpretations it gives an opportunity for people to sit there and say we’re worth a 
hundred million dollars.  So in that regard, not many people can actually police 
and control that amount properly.” 
 
However, he also stated that as a company you would not want to overvalue your company as it 
could expose the company to potential litigation. Furthermore, auditors act as a control to ensure 
that the assumptions underlying the valuation of biological assets are reasonable and 
conservative.  
 
When asked whether he believed other authorities and institutions could do more to create 
awareness to educate companies and users of financial statement regarding IAS 41 he stated the 
following: 
 
“The obvious answer is yes but the practicality of doing it is another story. 
Authorities in Fiji are struggling to get people to understand the meaning of the 
value of shares; let alone what goes underneath that share. So the answer is yes 
but it’s not the time to launch into it in a major way.” 
 
He also felt that as most agricultural companies are small scale and operate on a cash basis that 
there is no real need at this time for awareness campaigns or information sessions on IAS 41. 
The need for this would only arise when more large scale agricultural companies are established. 
 
Conclusion 
The paper sought to explore the issues of complying with IAS 41; one of the most controversial 
standards due to the complexity involved in valuing biological assets. Biological assets’ value 
increases over time and increases in value relate not only to price changes but to physical 
changes as well. Furthermore, biological assets are subject to greater risks such as natural 
disasters and pest and infestation. Determining a value for biological assets thus requires a 
number of assumptions to be made. However, given the difficulties of complying with this 
standard, this paper finds a company that has been able to successfully apply the standard. 
Although significant costs were incurred, the company believes that the benefits of the standard 
outweigh the costs. The main benefit relates to improved financial reporting through the 
reflection of a more accurate valuation of the company. The company believes that this improved 
financial reporting would lead to better decisions being made both by internal users and external 
users.  
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